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6. Financial Highlights
6.1 Financial Highlights

6.1.1 Condensed Balance Sheet

Condensed Balance Sheet from 2012 to 2014 (Consolidated)
Unit: NT$ thousands

Item 2012 2013 2014

Current Assets 250,325,436 358,486,654 626,566,787 

Long-term Investments (Note 1) 65,717,240 89,183,810 30,051,544 

Property, Plant and Equipment 617,562,188 792,665,913 818,198,801 

Intangible Assets 10,959,569 11,490,383 13,531,510 

Other Assets (Note 2) 16,790,075 11,228,217 6,785,203 

Total Assets 961,354,508 1,263,054,977 1,495,133,845 

Current Liabilities

Before Distribution 148,473,947 189,777,934 201,014,777 

After Distribution 226,247,254 267,563,785 (Note 3)

Noncurrent Liabilities 89,786,655 225,501,958 248,443,321 

Total Liabilities

Before Distribution 238,260,602 415,279,892 449,458,098 

After Distribution 316,033,909 493,065,743 (Note 3)

Equity Attributable to Shareholders of the Parent

Capital Stock 259,244,357 259,286,171 259,296,624 

Capital Surplus 55,675,340 55,858,626 55,989,922 

Retained Earnings

Before Distribution 408,411,468 518,193,152 704,512,664 

After Distribution 330,638,161 440,407,301 (Note 3)

Others (2,780,485) 14,170,306 25,749,291 

Equity Attributable to Shareholders of the Parent

Before Distribution 720,550,680 847,508,255 1,045,548,501 

After Distribution 642,777,373 769,722,404 (Note 3)

Noncontrolling Interests 2,543,226 266,830 127,246 

Total Equity

Before Distribution 723,093,906 847,775,085 1,045,675,747 

After Distribution 645,320,599 769,989,234 (Note 3)

Note 1: Long-term investments consist of noncurrent available-for-sale financial assets, financial assets carried at cost and investments accounted for using equity method.
Note 2: Other assets consist of deferred income tax assets, refundable deposits, and other noncurrent assets.
Note 3: Pending for shareholders’ approval.

An embroiderer patiently creates an exquisite picture 
one step at a time, just as TSMC’s prudent financial 
planning and fastidious risk management are the best 
foundation for the Company’s growth.
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Condensed Balance Sheet from 2010 to 2011 (Consolidated)－R.O.C. GAAP
Unit: NT$ thousands

Item 2010 2011

Current Assets 261,519,317 225,260,396 

Long-term Investments 39,775,528 34,458,504 

Fixed Assets 388,444,023 490,374,916 

Other Assets 29,190,036 24,171,126 

Total Assets 718,928,904 774,264,942 

Current Liabilities

Before Distribution 123,191,113 117,006,687 

After Distribution 200,921,349 194,755,355 

Long-term Liabilities 12,050,755 20,458,493 

Other Liabilities 4,982,631 4,756,211 

Total Liabilities

Before Distribution 140,224,499 142,221,391 

After Distribution 217,954,735 219,970,059 

Capital Stock 259,100,787 259,162,226 

Capital Surplus 55,698,434 55,846,357 

Retained Earnings

Before Distribution 265,779,571 322,191,155 

After Distribution 188,049,335 244,442,487 

Cumulative Transaction Adjustments (6,543,163) (6,433,369)

Unrealized Gain/Loss on Financial Instruments 109,289 (1,172,855)

Equity Attributable to Shareholders of the Parent

Before Distribution 574,144,918 629,593,514 

After Distribution 496,414,682 551,844,846 

Minority Interests 4,559,487 2,450,037 

Total Equity

Before Distribution 578,704,405 632,043,551 

After Distribution 500,974,169 554,294,883 

Condensed Balance Sheet from 2012 to 2014 (Unconsolidated)
Unit: NT$ thousands

Item 2012 2013 2014

Current Assets 205,819,614 257,623,763 370,949,497 

Long-term Investments (Note 1) 139,634,200 165,545,159 242,390,122 

Property, Plant and Equipment 586,636,036 770,443,494 796,684,361 

Intangible Assets 6,449,837 7,069,456 8,996,810 

Other Assets (Note 2) 13,597,966 7,897,131 4,023,634 

Total Assets 952,137,653 1,208,579,003 1,423,044,424 

Current Liabilities

Before Distribution 144,528,616 187,195,744 178,261,092 

After Distribution 222,301,923 264,981,595 (Note 3)

Noncurrent Liabilities 87,058,357 173,875,004 199,234,831 

Total Liabilities

Before Distribution 231,586,973 361,070,748 377,495,923 

After Distribution 309,360,280 438,856,599 (Note 3)

Equity

Capital Stock 259,244,357 259,286,171 259,296,624 

Capital Surplus 55,675,340 55,858,626 55,989,922 

Retained Earnings

Before Distribution 408,411,468 518,193,152 704,512,664 

After Distribution 330,638,161 440,407,301 (Note 3)

Others (2,780,485) 14,170,306 25,749,291 

Total Equity

Before Distribution 720,550,680 847,508,255 1,045,548,501 

After Distribution 642,777,373 769,722,404 (Note 3)

Note 1: Long-term investments consist of financial assets carried at cost and investments accounted for using equity method. 
Note 2: Other assets consist of deferred income tax assets, refundable deposits, and other noncurrent assets.
Note 3: Pending for shareholders’ approval.

Condensed Balance Sheet from 2010 to 2011 (Unconsolidated)－R.O.C. GAAP
Unit: NT$ thousands

Item 2010 2011

Current Assets    192,234,282    158,563,352 

Long-term Investments    117,913,756    129,400,844 

Fixed Assets    366,854,299    454,373,533 

Other Assets   24,237,329   19,070,145 

Total Assets    701,239,666    761,407,874 

Current Liabilities

Before Distribution    118,022,260    109,514,430 

After Distribution    195,752,496    187,263,098 

Long-term Liabilities 4,500,000   18,000,000 

Other Liabilities 4,572,488 4,299,930 

Total Liabilities

Before Distribution    127,094,748    131,814,360 

After Distribution    204,824,984    209,563,028 

Capital Stock    259,100,787    259,162,226 

Capital Surplus   55,698,434   55,846,357 

Retained Earnings

Before Distribution    265,779,571    322,191,155 

After Distribution    188,049,335    244,442,487 

Cumulative Transaction Adjustments (6,543,163) (6,433,369)

Unrealized Gain/Loss on Financial Instruments 109,289 (1,172,855)

Total Equity

Before Distribution    574,144,918    629,593,514 

After Distribution    496,414,682    551,844,846 

6.1.2 Condensed Statement of Comprehensive Income/Condensed Statement of Income

Condensed Statement of Comprehensive Income from 2012 to 2014 (Consolidated)
Unit: NT$ thousands (Except EPS: NT$)

Item 2012 2013 2014

Net Revenue 506,745,234 597,024,197 762,806,465

Gross Profit 244,137,107 280,945,507 377,734,375

Income from Operations 181,176,868 209,429,363 295,890,293

Non-operating Income and Expenses 499,588 6,057,759 6,207,253

Income before Income Tax 181,676,456 215,487,122 302,097,546

Net Income 166,123,802 188,018,937 263,780,869

Other Comprehensive Income for the Year, Net of Income Tax 4,252,632 16,352,248 11,834,164

Total Comprehensive Income for the Year 170,376,434 204,371,185 275,615,033

Net Income (Loss) Attributable to:

Shareholders of the Parent 166,318,286 188,146,790 263,898,794

Noncontrolling Interests (194,484) (127,853) (117,925)

Total Comprehensive Income (Loss) Attributable to:

Shareholders of the Parent 170,521,543 204,505,782 275,717,141

Noncontrolling Interests (145,109) (134,597) (102,108)

Basic Earnings Per Share 6.42* 7.26* 10.18*

*Based on weighted average shares outstanding in each year
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Condensed Statement of Income from 2010 to 2011 (Consolidated)－R.O.C. GAAP
Unit: NT$ thousands (Except EPS: NT$)

Item 2010 2011

Net Sales 419,537,911 427,080,645

Gross Profit 207,053,591 194,069,228

Income from Operations 159,175,335 141,557,418

Non-operating Income and Gains 13,136,072 5,358,527

Non-operating Expenses and Losses 2,041,012 1,768,268

Interest Revenue 1,665,193 1,479,514

Interest Expense 425,356 626,725

Income before Income Tax 170,270,395 145,147,677

Net Income 162,281,930 134,453,260

Net Income Attributable to Shareholders of the Parent 161,605,009 134,201,279

Basic Earnings Per Share 6.24* 5.18*

*Based on weighted average shares outstanding in each year

Condensed Statement of Comprehensive Income from 2012 to 2014 (Unconsolidated)
Unit: NT$ thousands (Except EPS: NT$)

Item 2012 2013 2014

Net revenue 500,369,525 591,087,600 757,152,389

Gross Profit 234,850,311 271,644,860 366,911,703

Income from Operations 176,820,141 204,653,892 290,659,658

Non-operating Income and Expenses 6,932,246 11,062,658 10,363,505

Income before Income Tax 183,752,387 215,716,550 301,023,163

Net Income 166,318,286 188,146,790 263,898,794

Other Comprehensive Income for the Year, Net of Income Tax 4,203,257 16,358,992 11,818,347

Total Comprehensive Income for the Year 170,521,543 204,505,782 275,717,141

Basic Earnings Per Share 6.42* 7.26* 10.18*

*Based on weighted average shares outstanding in each year

Condensed Statement of Income from 2010 to 2011 (Unconsolidated)－R.O.C. GAAP
Unit: NT$ thousands (Except EPS: NT$)

Item 2010 2011

Net Sales 406,963,312 418,245,493

Gross Profit 196,989,302 185,560,865

Income from Operations 154,846,508 138,905,763

Non-operating Income and Gains 15,907,968 7,287,046

Non-operating Expenses and Losses 1,464,272 1,484,965

Interest Revenue 764,027 697,196

Interest Expense 214,641 445,887

Income before Income Tax 169,290,204 144,707,844

Net Income 161,605,009 134,201,279

Basic Earnings Per Share 6.24* 5.18*

*Based on weighted average shares outstanding in each year

6.1.3 Financial Analysis

Financial Analysis from 2012 to 2014 (Consolidated)

2012 2013 2014

Capital Structure Analysis Debts Ratio (%) 24.78 32.88 30.06

Long-term Fund to Property, Plant and Equipment (%) 131.63 135.40 158.17

Liquidity Analysis Current Ratio (%) 168.60 188.90 311.70

Quick Ratio (%) 142.39 168.57 278.03

Times Interest Earned (Times) 177.92 82.41 94.35

Operating Performance Analysis Average Collection Turnover (Times) 9.64 9.11 8.12

Days Sales Outstanding 37.86 40.06 44.95

Average Inventory Turnover (Times) 8.38 8.39 7.42

Average Inventory Turnover Days 43.56 43.49 49.19

Average Payment Turnover (Times) 19.38 20.01 19.39

Property, Plant and Equipment Turnover (Times) 0.91 0.85 0.95

Total Assets Turnover (Times) 0.58 0.54 0.55

Profitability Analysis Return on Total Assets (%) 19.19 17.11 19.33

Return on Equity attributable to Shareholders of the Parent (%) 24.68 24.00 27.88

Operating Income to Paid-in Capital Ratio (%) 69.89 80.77 114.11

Pre-tax Income to Paid-in Capital Ratio (%) 70.08 83.11 116.51

Net Margin (%) 32.78 31.49 34.58

Basic Earnings Per Share (NT$) 6.42 7.26 10.18

Diluted Earnings Per Share (NT$) 6.41 7.26 10.18

Cash Flow Cash Flow Ratio (%) 191.93 183.05 209.70

Cash Flow Adequacy Ratio (%) (Note 1) 94.71 88.35 92.15

Cash Flow Reinvestment Ratio (%) 11.46 12.16 13.04

Leverage Operating Leverage 2.32 2.40 2.15

Financial Leverage 1.01 1.01 1.01

Industry Specific Key 
Performance Indicator

Billing Utilization Rate (%) (Note 2) 91 91 97

Advanced Technologies (28-nanometer and below) Percentage of Wafer Sales (%) 12 30 42

Sales Growth (%) 18.7 (Note 3) 17.82 27.77

Net Income Growth (%) 23.9 (Note 3) 13.12 40.26

Analysis of deviation of 2014 vs. 2013 over 20%:
1. Current ratio and quick ratio increased by 65%, mainly due to increase in cash and cash equivalents, available-for-sale financial assets and notes and accounts receivable.
2. Operating income to paid-in capital ratio increased by 41% as a result of increase in operating income. 
3. Pre-tax income to paid-in capital ratio increased by 40% as a result of increase in pre-tax income. 
4. Basic earnings per share and diluted earnings per share increased by 40% as a result of increase in net income.

Note 1: 2008-2011 operating cash flow are based on R.O.C. GAAP.
Note 2: Capacity includes wafers committed by Vanguard and SSMC.
Note 3: 2011 net sales and net income are based on R.O.C. GAAP

*Glossary
1. Capital Structure Analysis

(1) Debt Ratio = Total Liabilities / Total Assets
(2)  Long-term Fund to Property, Plant and Equipment Ratio = (Shareholders’ Equity + 

Noncurrent Liabilities) / Net Property, Plant and Equipment

2. Liquidity Analysis
(1) Current Ratio = Current Assets / Current Liabilities
(2) Quick Ratio = (Current Assets - Inventories - Prepaid Expenses) / Current Liabilities
(3) Times Interest Earned = Earnings before Interest and Taxes / Interest Expenses

3. Operating Performance Analysis
(1) Average Collection Turnover = Net Sales / Average Trade Receivables
(2) Days Sales Outstanding = 365 / Average Collection Turnover
(3) Average Inventory Turnover = Cost of Sales / Average Inventory
(4) Average Inventory Turnover Days = 365 / Average Inventory Turnover
(5) Average Payment Turnover = Cost of Sales / Average Trade Payables
(6)  Property, Plant and Equipment Turnover = Net Sales / Average Net Property, Plant and 

Equipment
(7) Total Assets Turnover = Net Sales / Average Total Assets

4. Profitability Analysis
(1)  Return on Total Assets = (Net Income + Interest Expenses * (1 - Effective Tax Rate)) / 

Average Total Assets
(2)  Return on Equity Attributable to Shareholders of the Parent = Net Income Attributable to 

Shareholders of the Parent / Average Equity Attributable to Shareholders of the Parent
(3) Operating Income to Paid-in Capital Ratio= Operating Income / Paid-in Capital
(4) Pre-tax Income to Paid-in Capital Ratio = Income before Tax / Paid-in Capital
(5) Net Margin = Net Income / Net Sales
(6)  Earnings Per Share = (Net Income Attributable to Shareholders of the Parent - Preferred 

Stock Dividend) / Weighted Average Number of Shares Outstanding

5. Cash Flow
(1) Cash Flow Ratio = Net Cash Provided by Operating Activities / Current Liabilities
(2)  Cash Flow Adequacy Ratio = Five-year Sum of Cash from Operations / Five-year Sum of 

Capital Expenditures, Inventory Additions, and Cash Dividend
(3)  Cash Flow Reinvestment Ratio = (Cash Provided by Operating Activities - Cash Dividends) / 

(Gross Property, Plant and Equipment + Long-term Investments + Other Noncurrent Assets 
+ Working Capital)

6. Leverage
(1) Operating Leverage = (Net Sales - Variable Cost) / Income from Operations
(2)  Financial Leverage = Income from Operations / (Income from Operations - Interest 

Expenses)
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Financial Analysis from 2010 to 2011 (Consolidated)－R.O.C. GAAP

2010 2011

Capital Structure Analysis Debts Ratio (%) 19.50 18.37

Long-term Fund to Fixed Assets (%) 152.08 133.06

Liquidity Analysis Current Ratio (%) 212.29 192.52

Quick Ratio (%) 187.57 170.06

Times Interest Earned (Times) 401.30 229.27

Operating Performance Analysis Average Collection Turnover (Times) 10.57 10.06

Days Sales Outstanding 34.54 36.29

Average Inventory Turnover (Times) 8.62 8.75

Average Inventory Turnover Days 42.36 41.70

Average Payment Turnover (Times) 17.23 18.77

Fixed Assets Turnover (Times) 1.27 0.97

Total Assets Turnover (Times) 0.64 0.57

Profitability Analysis Return on Total Assets (%) 24.77 18.08

Return on Equity (%) 30.23 22.30

Operating Income to Paid-in Capital Ratio (%) 61.43 54.62

Pre-tax Income to Paid-in Capital Ratio (%) 65.72 56.01

Net Margin (%) 38.68 31.48

Basic Earnings Per Share (NT$) 6.24 5.18

Diluted Earnings Per Share (NT$) 6.23 5.18

Cash Flow Cash Flow Ratio (%) 186.28 211.60

Cash Flow Adequacy Ratio (%) 113.91 101.93

Cash Flow Reinvestment Ratio (%) 11.13 11.12

Leverage Operating Leverage 2.12 2.50

Financial Leverage 1.00 1.00

Industry Specific Key 
Performance Indicator

Billing Utilization Rate (%) (Note) 101 91

Advanced Technologies (28-nanometer and below) Percentage of Wafer Sales (%) - 1

Sales Growth (%) 41.9 1.8

Net Income Growth (%) 81.1 -17.0

Note: Capacity includes wafers committed by Vanguard and SSMC.

Financial Analysis from 2012 to 2014 (Unconsolidated)

2012 2013 2014

Capital Structure Analysis Debt Ratio (%) 24.32 29.88 26.53

Long-term Fund to Property, Plant and Equipment Ratio (%) 137.67 132.57 156.25

Liquidity Analysis Current Ratio (%) 142.41 137.62 208.09

Quick Ratio (%) 117.49 118.35 171.82

Times Interest Earned (Times) 195.42 104.10 120.82

Operating Performance Analysis Average Collection Turnover (Times) 9.87 9.26 8.29

Days Sales Outstanding 36.98 39.40 44.02

Average Inventory Turnover (Times) 9.13 9.06 7.90

Average Inventory Turnover Days 39.97 40.30 46.19

Average Payment Turnover (Times) 18.22 18.55 18.64

Property, Plant and Equipment Turnover (Times) 0.96 0.87 0.97

Total Assets Turnover (Times) 0.58 0.55 0.58

Profitability Analysis Return on Total Assets (%) 19.45 17.58 20.22

Return on Equity (%) 24.68 24.00 27.88

Operating Income to Paid-in Capital Ratio (%) 68.21 78.93 112.10

Pre-tax Income to Paid-in Capital Ratio (%) 70.88 83.20 116.09

Net Margin (%) 33.24 31.83 34.85

Basic Earnings Per Share (NT$) 6.42 7.26 10.18

Diluted Earnings Per Share (NT$) 6.41 7.26 10.18

Cash Flow Cash Flow Ratio (%) 189.88 179.11 230.29

Cash Flow Adequacy Ratio (%) (Note) 93.23 86.78 90.72

Cash Flow Reinvestment Ratio (%) 11.36 12.32 13.29

Leverage Operating Leverage 2.37 2.46 2.19

Financial Leverage 1.01 1.01 1.01

Analysis of deviation of 2014 vs. 2013 over 20%:
1. Current ratio increased by 51%, mainly due to increase in cash and cash equivalents, receivables from related parties and inventories.
2. Quick ratio increased by 45%, mainly due to increase in cash and cash equivalents, receivables from related parties and inventories.
3. Operating income to paid-in capital ratio increased by 42% as a result of increase in operating income.
4. Pre-tax income to paid-in capital ratio increased by 40% as a result of increase in pre-tax income.
5. Basic earnings per share and diluted earnings per share increased by 40% as a result of increase in net income.
6. Cash flow ratio increased by 29% as a result of increase in cash provided by operating activities.

Note: 2008-2011 operating cash flow are based on R.O.C. GAAP.
*Glossary
1. Capital Structure Analysis

(1) Debt Ratio = Total Liabilities / Total Assets
(2)  Long-term Fund to Fixed Assets Ratio = (Shareholders’ Equity + Long-term Liabilities) / Net 

Fixed Assets

2. Liquidity Analysis
(1) Current Ratio = Current Assets / Current Liabilities
(2) Quick Ratio = (Current Assets - Inventories - Prepaid Expenses) / Current Liabilities
(3) Times Interest Earned = Earnings before Interest and Taxes / Interest Expenses

3. Operating Performance Analysis
(1) Average Collection Turnover = Net Sales / Average Trade Receivables
(2) Days Sales Outstanding = 365 / Average Collection Turnover
(3) Average Inventory Turnover = Cost of Sales / Average Inventory
(4) Average Inventory Turnover Days = 365 / Average Inventory Turnover
(5) Average Payment Turnover = Cost of Sales / Average Trade Payables
(6) Fixed Assets Turnover = Net Sales / Average Net Fixed Assets
(7) Total Assets Turnover = Net Sales / Average Total Assets

4. Profitability Analysis
(1)  Return on Total Assets = (Net Income + Interest Expenses * (1 - Effective Tax Rate)) / 

Average Total Assets
(2) Return on Equity = Net Income / Average Shareholders’ Equity
(3) Operating Income to Paid-in Capital Ratio = Operating Income / Paid-in Capital
(4) Pre-tax Income to Paid-in Capital Ratio = Income before Tax / Paid-in Capital
(5) Net Margin = Net Income / Net Sales
(6)  Earnings Per Share = (Net Income - Preferred Stock Dividend) / Weighted Average Number 

of Shares Outstanding

5. Cash Flow
(1) Cash Flow Ratio = Net Cash Provided by Operating Activities / Current Liabilities
(2)  Cash Flow Adequacy Ratio = Five-year Sum of Cash from Operations / Five-year Sum of 

Capital Expenditures, Inventory Additions, and Cash Dividend
(3)  Cash Flow Reinvestment Ratio = (Cash Provided by Operating Activities - Cash Dividends) / 

(Gross Fixed Assets + Long-term Investments + Other Assets + Working Capital)

6. Leverage
(1) Operating Leverage = (Net Sales - Variable Cost) / Income from Operations
(2)  Financial Leverage = Income from Operations / (Income from Operations - Interest 

Expenses)

*Glossary
1. Capital Structure Analysis

(1) Debt Ratio = Total Liabilities / Total Assets
(2)  Long-term Fund to Property, Plant and Equipment Ratio = (Shareholders’ Equity + 

Noncurrent Liabilities) / Net Property, Plant and Equipment

2. Liquidity Analysis
(1) Current Ratio = Current Assets / Current Liabilities
(2) Quick Ratio = (Current Assets - Inventories - Prepaid Expenses) / Current Liabilities
(3) Times Interest Earned = Earnings before Interest and Taxes / Interest Expenses

3. Operating Performance Analysis
(1) Average Collection Turnover = Net Sales / Average Trade Receivables
(2) Days Sales Outstanding = 365 / Average Collection Turnover
(3) Average Inventory Turnover = Cost of Sales / Average Inventory
(4) Average Inventory Turnover Days = 365 / Average Inventory Turnover
(5) Average Payment Turnover = Cost of Sales / Average Trade Payables
(6)  Property, Plant and Equipment Turnover = Net Sales / Average Net Property, Plant and 

Equipment
(7) Total Assets Turnover = Net Sales / Average Total Assets

4. Profitability Analysis
(1)  Return on Total Assets = (Net Income + Interest Expenses * (1 - Effective Tax Rate)) / 

Average Total Assets
(2) Return on Equity = Net Income / Average Shareholders’ Equity
(3) Operating Income to Paid-in Capital Ratio= Operating Income / Paid-in Capital
(4) Pre-tax Income to Paid-in Capital Ratio = Income before Tax / Paid-in Capital
(5) Net Margin = Net Income / Net Sales
(6)  Earnings Per Share = (Net Income - Preferred Stock Dividend) /Weighted Average Number 

of Shares Outstanding

5. Cash Flow
(1) Cash Flow Ratio = Net Cash Provided by Operating Activities / Current Liabilities

(2)  Cash Flow Adequacy Ratio = Five-year Sum of Cash from Operations / Five-year Sum of 
Capital Expenditures, Inventory Additions, and Cash Dividend

(3)  Cash Flow Reinvestment Ratio = (Cash Provided by Operating Activities - Cash Dividends) / 
(Gross Property, Plant and Equipment + Long-term Investments + Other Noncurrent Assets 
+ Working Capital)

6. Leverage
(1) Operating Leverage = (Net Sales - Variable Cost) / Income from Operations
(2)  Financial Leverage = Income from Operations / (Income from Operations - Interest 

Expenses)
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Financial Analysis from 2010 to 2011 (Unconsolidated)－R.O.C. GAAP

2010 2011

Capital Structure Analysis Debt Ratio (%) 18.12 17.31

Long-term Fund to Fixed Assets Ratio (%) 157.73 142.52

Liquidity Analysis Current Ratio (%) 162.88 144.79

Quick Ratio (%) 140.07 122.41

Times Interest Earned (Times) 789.71 325.54

Operating Performance Analysis Average Collection Turnover (Times) 10.93 10.40

Days Sales Outstanding 33.40 35.09

Average Inventory Turnover (Times) 9.44 9.61

Average Inventory Turnover Days 38.67 37.97

Average Payment Turnover (Times) 16.89 18.17

Fixed Assets Turnover (Times) 1.31 1.02

Total Assets Turnover (Times) 0.64 0.57

Profitability Analysis Return on Total Assets (%) 25.31 18.40

Return on Equity (%) 30.23 22.30

Operating Income to Paid-in Capital Ratio (%) 59.76 53.60

Pre-tax Income to Paid-in Capital Ratio (%) 65.34 55.84

Net Margin (%) 39.71 32.09

Basic Earnings Per Share (NT$) 6.24 5.18

Diluted Earnings Per Share (NT$) 6.23 5.18

Cash Flow Cash Flow Ratio (%) 188.12 217.99

Cash Flow Adequacy Ratio (%) 109.98 99.13

Cash Flow Reinvestment Ratio (%) 11.20 11.07

Leverage Operating Leverage 2.17 2.54

Financial Leverage 1.00 1.00

*Glossary

6.1.4 Auditors’ Opinions from 2010 to 2014

Year CPA Audit Opinion

2010 Hung-Peng Lin, Shu-Chieh Huang An Unqualified Opinion

2011 Hung-Peng Lin, Shu-Chieh Huang An Unqualified Opinion

2012 Hung-Peng Lin, Shu-Chieh Huang An Unqualified Opinion

2013 Yi-Hsin Kao, Hung-Wen Huang An Unqualified Opinion

2014 Yi-Hsin Kao, Hung-Wen Huang An Unqualified Opinion

Deloitte & Touche
12F, No. 156, Sec. 3, Min-Sheng E. Rd., Taipei, Taiwan, R.O.C.
Tel: 886-2-2545-9988

6.1.5 Audit Committee’s Review Report

The Board of Directors has prepared the Company’s 2014 Business Report, Financial Statements, and proposal for allocation of 
profits. The CPA firm of Deloitte & Touche was retained to audit TSMC’s Financial Statements and has issued an audit report 
relating to the Financial Statements. The Business Report, Financial Statements, and profit allocation proposal have been 
reviewed and determined to be correct and accurate by the Audit Committee members of Taiwan Semiconductor Manufacturing 
Company Limited. According to Article 14-4 of the Securities and Exchange Act and Article 219 of the Company Law, we hereby 
submit this report.

Taiwan Semiconductor Manufacturing Company Limited

Chairman of the Audit Committee: Sir Peter Leahy Bonfield

February 10, 2015

6.1.6 Financial Difficulties

The Company should disclose the financial impact to the Company if the Company and its affiliated companies have incurred any 
financial or cash flow difficulties in 2014 and as of the date of this Annual Report: None

6.1.7  Consolidated Financial Statements and Independent Auditors’ Report along with Parent Company Only Financial 
Statements and Independent Auditors’ Report

Please refer to Annual Report section (II), Financial Statements.

1. Capital Structure Analysis
(1) Debt Ratio = Total Liabilities / Total Assets
(2)  Long-term Fund to Fixed Assets Ratio = (Shareholders’ Equity + Long-term Liabilities) / Net 

Fixed Assets

2. Liquidity Analysis
(1) Current Ratio = Current Assets / Current Liabilities
(2) Quick Ratio = (Current Assets - Inventories - Prepaid Expenses) / Current Liabilities
(3) Times Interest Earned = Earnings before Interest and Taxes / Interest Expenses

3. Operating Performance Analysis
(1) Average Collection Turnover = Net Sales / Average Trade Receivables
(2) Days Sales Outstanding = 365 / Average Collection Turnover
(3) Average Inventory Turnover = Cost of Sales / Average Inventory
(4) Average Inventory Turnover Days = 365 / Average Inventory Turnover
(5) Average Payment Turnover = Cost of Sales / Average Trade Payables
(6) Fixed Assets Turnover = Net Sales / Average Net Fixed Assets
(7) Total Assets Turnover = Net Sales / Average Total Assets

4. Profitability Analysis
(1)  Return on Total Assets = (Net Income + Interest Expenses * (1 - Effective Tax Rate)) / 

Average Total Assets
(2) Return on Equity = Net Income / Average Shareholders’ Equity
(3) Operating Income to Paid-in Capital Ratio = Operating Income / Paid-in Capital
(4) Pre-tax Income to Paid-in Capital Ratio = Income before Tax / Paid-in Capital
(5) Net Margin = Net Income / Net Sales
(6)  Earnings Per Share = (Net Income - Preferred Stock Dividend) / Weighted Average Number 

of Shares Outstanding

5. Cash Flow
(1) Cash Flow Ratio = Net Cash Provided by Operating Activities / Current Liabilities
(2)  Cash Flow Adequacy Ratio = Five-year Sum of Cash from Operations / Five-year Sum of 

Capital Expenditures, Inventory Additions, and Cash Dividend
(3)  Cash Flow Reinvestment Ratio = (Cash Provided by Operating Activities - Cash Dividends) / 

(Gross Fixed Assets + Long-term Investments + Other Assets + Working Capital)

6. Leverage
(1) Operating Leverage = (Net Sales - Variable Cost) / Income from Operations
(2)  Financial Leverage = Income from Operations / (Income from Operations - Interest 

Expenses)
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6.2 Financial Status and Operating Results

6.2.1 Financial Status

Consolidated
Unit: NT$ thousands

Item 2014 2013 Difference %

Current Assets 626,566,787 358,486,654 268,080,133 75%

Long-term Investments (Note 1) 30,051,544 89,183,810 (59,132,266) -66%

Property, Plant and Equipment 818,198,801 792,665,913 25,532,888 3%

Intangible Assets 13,531,510 11,490,383 2,041,127 18%

Other Assets (Note 2) 6,785,203 11,228,217 (4,443,014) -40%

Total Assets 1,495,133,845 1,263,054,977 232,078,868 18%

Current Liabilities 201,014,777 189,777,934 11,236,843 6%

Noncurrent Liabilities 248,443,321 225,501,958 22,941,363 10%

Total Liabilities 449,458,098 415,279,892 34,178,206 8%

Capital Stock 259,296,624 259,286,171 10,453 0%

Capital Surplus 55,989,922 55,858,626 131,296 0%

Retained Earnings 704,512,664 518,193,152 186,319,512 36%

Others 25,749,291 14,170,306 11,578,985 82%

Equity Attributable to Shareholders of the Parent 1,045,548,501 847,508,255 198,040,246 23%

Total Equity 1,045,675,747 847,775,085 197,900,662 23%

Note 1: Long-term investments consist of noncurrent available-for-sale financial assets, financial assets carried at cost and investments accounted for using equity method.
Note 2: Other assets consist of deferred income tax assets, refundable deposits, and other noncurrent assets.

●Analysis of Deviation over 20%
The increase in current assets was mainly due to increase in cash and cash equivalents, available-for-sale financial assets and 
notes and accounts receivable in 2014.
The decrease in long-term investments was mainly due to reclassification of available-for-sale financial assets to current assets in 
2014.
The decrease in other assets was mainly due to decrease in refundable deposits and deferred income tax assets.
The increase in retained earnings, equity attributable to shareholders of the parent and total equity was mainly due to net 
income of 2014, partially offset by distribution of 2013 earnings.
The increase in others was mainly due to increase in currency exchange differences arising from translation of foreign operations 
in 2014.
●Major Impact on Financial Position
The above deviations had no major impact on TSMC’s financial position.
● Future Plan on Financial Position: Not applicable.

Unconsolidated
Unit: NT$ thousands

Item 2014 2013 Difference %

Current Assets 370,949,497 257,623,763 113,325,734 44%

Long-term Investments (Note 1) 242,390,122 165,545,159 76,844,963 46%

Property, Plant and Equipment 796,684,361 770,443,494 26,240,867 3%

Intangible Assets 8,996,810 7,069,456 1,927,354 27%

Other Assets (Note 2) 4,023,634 7,897,131 (3,873,497) -49%

Total Assets 1,423,044,424 1,208,579,003 214,465,421 18%

Current Liabilities 178,261,092 187,195,744 (8,934,652) -5%

Noncurrent Liabilities 199,234,831 173,875,004 25,359,827 15%

Total Liabilities 377,495,923 361,070,748 16,425,175 5%

Capital Stock 259,296,624 259,286,171 10,453 0%

Capital Surplus 55,989,922 55,858,626 131,296 0%

Retained Earnings 704,512,664 518,193,152 186,319,512 36%

Others 25,749,291 14,170,306 11,578,985 82%

Total Equity 1,045,548,501 847,508,255 198,040,246 23%

Note 1: Long-term investments consist of financial assets carried at cost and investments accounted for using equity method.
Note 2: Other assets consist of deferred income tax asset, refundable deposits, and other noncurrent assets.

●Analysis of Deviation over 20%
The increase in current assets was mainly due to increase in cash and cash equivalents, receivables from related parties and 
inventories in 2014.
The increase in long-term investment was mainly due to increase in investments accounted for using equity method in 2014.
The increase in intangible assets was mainly due to increase in technology license fees in 2014.
The decrease in other assets was mainly due to decrease in refundable deposits and deferred income tax assets.
The increase in retained earnings and total equity was mainly due to net income of 2014, partially offset by distribution of 2013 
earnings.
The increase in others was mainly due to increase in currency exchange differences arising from translation of foreign operations 
in 2014.
●Major Impact on Financial Position
The above deviations had no major impact on TSMC’s financial position.
● Future Plan on Financial Position: Not applicable.
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6.2.2 Financial Performance

Consolidated
Unit: NT$ thousands

Item 2014 2013 Difference %

Net Revenue 762,806,465 597,024,197 165,782,268 28%

Cost of Revenue 385,100,646 316,057,820 69,042,826 22%

Gross Profit before Realized (Unrealized) Gross Profit on Sales 
to Associates

377,705,819 280,966,377 96,739,442 34%

Realized (Unrealized) Gross Profit on Sales to Associates 28,556 (20,870) 49,426 NM (Note)

Gross Profit 377,734,375 280,945,507 96,788,868 34%

Operating Expenses 80,842,944 71,563,234 9,279,710 13%

Other Operating Income and Expenses, Net (1,001,138) 47,090 (1,048,228) -2,226%

Income from Operations 295,890,293 209,429,363 86,460,930 41%

Non-operating Income and Expenses 6,207,253 6,057,759 149,494 2%

Income before Income Tax 302,097,546 215,487,122 86,610,424 40%

Income Tax Expenses 38,316,677 27,468,185 10,848,492 39%

Net Income 263,780,869 188,018,937 75,761,932 40%

Other Comprehensive Income, Net of Income Tax 11,834,164 16,352,248 (4,518,084) -28%

Total Comprehensive Income for the Year 275,615,033 204,371,185 71,243,848 35%

Total Net Income Attributable to Shareholders of the Parent 263,898,794 188,146,790 75,752,004 40%

Total Comprehensive Income Attributable to Shareholders of 
the Parent

275,717,141 204,505,782 71,211,359 35%

Note: NM stands for non-meaningful.

●Analysis of Deviation over 20%
Increase in net revenue: The increase was mainly due to higher wafer shipments in 2014. Furthermore, the introduction of 
20-nanometer and higher share of 28-nanometer sales contributed to a higher average selling price.
Increase in cost of revenue: The increase was mainly due to higher sales.
Increase in gross profit before realized (unrealized) gross profit on sales to associates and gross profit: The increase was mainly 
due to higher capacity utilization in 2014.
Increase in realized (unrealized) gross profit on sales to associates: The increase was mainly due to lower sales to associates in the 
fourth quarter 2014.
Decrease in other operating income and expenses, net: The decrease was mainly due to impairment loss on noncurrent assets 
held for sale and property, plant and equipment recognized in 2014.
Increase in income from operations: The increase was mainly due to gross profit increased at a higher rate than the increase in 
operating expenses.
Increase in income before income tax: The increase was mainly due to higher income from operations.
Increase in income tax expenses: The increase was mainly due to higher taxable income and increase in income tax on 
unappropriated earnings in 2014.
Increase in net income and total net income attributable to shareholders of the parent: The increase was mainly due to higher 
income before income tax.
Decrease in other comprehensive income, net of income tax: The decrease was mainly due to changes in fair value of 
available-for-sale financial assets, partially offset by currency exchange differences arising from translation of foreign operations 
in 2014.
Increase in total comprehensive income for the year and total comprehensive income attributable to shareholders of the parent: 
The increase was mainly due to higher net income in 2014.
● Sales Volume Forecast and Related Information
For additional details, please refer to “1. Letter to Shareholders” on pages 2-5 of this Annual Report.
●Major Impact on Financial Performance
The above deviations had no major impact on TSMC’s financial performance.
● Future Plan on Financial Performance: Not applicable.

Unconsolidated
Unit: NT$ thousands

Item 2014 2013 Difference %

Net Revenue 757,152,389 591,087,600 166,064,789 28%

Cost of Revenue 390,272,233 319,407,163 70,865,070 22%

Gross Profit before Realized (Unrealized) Gross Profit on Sales 
to Subsidiaries and Associates

366,880,156 271,680,437 95,199,719 35%

Realized (Unrealized) Gross Profit on Sales to Subsidiaries and 
Associates

31,547 (35,577) 67,124 NM (Note)

Gross Profit 366,911,703 271,644,860 95,266,843 35%

Operating Expenses 76,261,094 66,924,354 9,336,740 14%

Other Operating Income and Expenses, Net 9,049 (66,614) 75,663 NM (Note)

Income from Operations 290,659,658 204,653,892 86,005,766 42%

Non-operating Income and Expenses 10,363,505 11,062,658 (699,153) -6%

Income before Income Tax 301,023,163 215,716,550 85,306,613 40%

Income Tax Expenses 37,124,369 27,569,760 9,554,609 35%

Net Income 263,898,794 188,146,790 75,752,004 40%

Other Comprehensive Income, Net of Income Tax 11,818,347 16,358,992 (4,540,645) -28%

Total Comprehensive Income for the Year 275,717,141 204,505,782 71,211,359 35%

Note: NM stands for non-meaningful.

●Analysis of Deviation over 20%
Increase in net revenue: The increase was mainly due to higher wafer shipments in 2014. Furthermore, the introduction of 
20-nanometer and higher share of 28-nanometer sales contributed to a higher average selling price.
Increase in cost of revenue: The increase was mainly due to higher sales.
Increase in gross profit before realized (unrealized) gross profit on sales to associates and gross profit: The increase was mainly 
due to higher capacity utilization in 2014.
Increase in realized (unrealized) gross profit on sales to subsidiaries and associates: The increase was mainly due to lower sales to 
subsidiaries and associates in the fourth quarter 2014.
Increase in other operating income and expenses, net: The increase was mainly due to higher net gain on disposal of property, 
plant and equipment in 2014.
Increase in income from operations: The increase was mainly due to gross profit increased at a higher rate than the increase in 
operating expenses.
Increase in income before income tax: The increase was mainly due to higher income from operations.
Increase in income tax expenses: The increase was mainly due to higher taxable income and increase in income tax on 
unappropriated earnings in 2014.
Increase in net income: The increase was mainly due to higher income before income tax.
Decrease in other comprehensive income, net of income tax: The decrease was mainly due to higher share of other 
comprehensive loss of subsidiaries and associates, partially offset by currency exchange differences arising from translation of 
foreign operations in 2014.
Increase in total comprehensive income: The increase was mainly due to higher net income in 2014.
● Sales Volume Forecast and Related Information
For additional details, please refer to “1. Letter to Shareholders” on pages 2-5 of this Annual Report.
●Major Impact on Financial Performance
The above deviations had no major impact on TSMC’s financial performance.
● Future Plan on Financial Performance: Not applicable.
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6.2.3 Cash Flow

Consolidated
Unit: NT$ thousands

Cash Balance 12/31/2013 Net Cash Provided by 
Operating Activities in 2014

Net Cash Used in Investing and 
Financing Activities in 2014 Cash Balance 12/31/2014

Remedy for Liquidity Shortfall

Investment Plan Financing Plan

242,695,447 421,523,731 (305,770.149) 358.449,029 None None

● �Analysis of Cash Flow
NT$421.5 billion net cash generated by operating activities: mainly from net income and depreciation and amortization 
expenses.
NT$282.4 billion net cash used in investing activities: primarily for capital expenditures.
NT$23.4 billion net cash used in financing activities: primarily for payment of cash dividends, partially offset by receipt of 
guarantee deposits and increase in short-term loans.
● �Remedial Actions for Liquidity Shortfall: As a result of positive operating cash flows and cash on-hand, remedial actions are not 

required.
● �Cash Flow Projection for Next Year: Not applicable.

Unconsolidated
Unit: NT$ thousands

Cash Balance 12/31/2013 Net Cash Provided by 
Operating Activities in 2014

Net Cash Used in Investing and 
Financing Activities in 2014 Cash Balance 12/31/2014

Remedy for Liquidity Shortfall

Investment Plan Financing Plan

146,438,768 410,511,003 (372,090,539) 184,859,232 None None

● �Analysis of Cash Flow
NT$410.5 billion net cash generated by operating activities: mainly from net income and depreciation and amortization 
expenses.
NT$279.8 billion net cash used in investing activities: primarily for capital expenditures.
NT$92.3 billion net cash used in financing activities: primarily for payment of cash dividends and acquisition of interests in 
subsidiaries, partially offset by receipt of guarantee deposits and increase in short-term loans.
● �Remedial Actions for Liquidity Shortfall: As a result of positive operating cash flows and cash on-hand, remedial actions are not 

required.
● �Cash Flow Projection for Next Year: Not applicable.

6.2.4 Major Capital Expenditures and Impact on Financial and Business
Unit: NT$ thousands

Plan   Actual or Planned Source of Capital   Total Amount as of 12/31/2014
Actual Use of Capital  

2014 2013

Production Facilities, R&D and 
Production Equipment

Cash flow generated from operations and issuance of corporate bonds  569,407,844 285,585,579 283,822,265 

Others Cash flow generated from operations  6,726,957 2,954,449 3,772,508 

Total 576,134,801 288,540,028 287,594,773 

Based on capital expenditures listed above and projected for 2015, it is estimated that TSMC’s annual production capacity will 
increase by approximately 1.06 million 12-inch equivalent wafers in 2015.

6.2.5 Long-term Investment Policy and Results

TSMC’s long-term investments, accounted for under the equity method, were all made for strategic purposes. However, when 
an investment is no longer of strategic value it may be considered a financial investment. In 2014, the investment gain from 
these investments amounted to NT$9,292,150 thousand (NT$3,949,674 thousand on a consolidated basis), mainly from the 
contribution of mobile computing products. For future investments, TSMC will continue to focus on strategic purposes through 
prudent assessments.

6.3 Risk Management

Our Board of Directors plays a key role in helping the Company 
identify and manage economic risks. Our Risk Management 
organization periodically briefs our Audit Committee on the 
ever-changing risk environment facing TSMC, the focus of 
our enterprise risk management, and risk assessment and 
mitigation efforts. Our Audit Committee’s Chairperson also 
briefs the Board on such discussion and actions.

TSMC and its subsidiaries are committed to proactively 
and cost effectively integrating and managing strategic, 
operational, financial and hazardous risks together with 
potential consequences to operations and revenue. TSMC 
operates an Enterprise Risk Management (ERM) program 
based on both its corporate vision and its long-term 
sustainability, and responsibility to both industry and society. 
ERM seeks to provide the appropriate management of risks by 
TSMC on behalf of all stakeholders. A Risk MAP that considers 
likelihood and impact severity is applied for identifying and 
prioritizing corporate risks. Various risk treatment strategies 
are also adopted in response to identified corporate risks. 
The Company’s risk management includes the management 
of “Strategic Risks”, “Operational Risks”, “Financial Risks”, 
“Hazardous Risks”, “Risks Associated with Climate Change 
and Non-compliance with Environmental and Climate 
Related Laws and Regulations, and Other International Laws, 
Regulations and Accords”, etc.

To reduce TSMC’s supply chain risks, a cross-function 
task force comprised of members from fab operations, 
material management, risk management and quality system 
management worked with TSMC’s suppliers to develop 
business continuity plans, and enhance supply chain 
resilience capability to effectively manage the risks faced 
by its suppliers. As a result of those efforts, there was no 
interruption in TSMC’s supply lines in 2014.

As TSMC continued to expand production capacity with 
advanced technology in 2014, seismic protection engineering 
design, risk treatment practices and green factory projects 
were initiated and implemented, beginning in the design 
phase for all new fabs.

Board of Directors/ 
Audit Committee

CEO

RM Steering Committee

RM Executive Council

Materials Management 
and Risk Management

RM Program

● �RM Steering Committee
Consists of functional heads (with Internal Audit head sitting 
as an observer);
Reports to Audit Committee;
Reviews risk control progress; and
Identifies and approves the prioritized risk lists.

● �RM Executive Council
Consists of representatives from each function; 
Identifies and assesses risks;
Implements risk control program & ensures effectiveness;
Improves transparency & how risks are managed. 

● �RM Program
Coordinates the RM RM Executive Council activities;
Facilitates functional risk management activities; 
Initiates cross function communication for risk mitigation; and
Consolidates ERM reports into the RM Steering Committee.

6.3.2 Strategic Risks

Risks Associated with Changes in Technology and Industry
● �Industry Developments
The electronics industries and semiconductor market are 
cyclical and subject to significant, and often rapid, increases 
and decreases in product demand. TSMC’s semiconductor 
foundry business is affected by market conditions in such 
highly cyclical electronics and semiconductor industries. 
Variations in order levels from customers may result in 
volatility in the Company’s revenues and earnings.

From time to time, the electronics and semiconductor 
industries have experienced significant, and sometimes 
prolonged, periods of downturns and overcapacity. Because 
TSMC is, and will continue to be, dependent on the 

6.3.1 Risk Management (RM) Organization Chart
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requirements of electronics and semiconductor companies 
for its services, periods of downturn and overcapacity in 
the general electronics and semiconductor industries could 
lead to reduced demand for overall semiconductor foundry 
services, including TSMC’s services. If TSMC cannot take 
appropriate actions such as reducing its costs to sufficiently 
offset declines in demand, the Company’s revenues, margins 
and earnings will suffer during periods of downturn and 
overcapacity. 

● �Changes in Technology
The semiconductor industry and its technologies are 
constantly changing. TSMC competes by developing process 
technologies using increasingly advanced nodes and on 
manufacturing products with more functions. TSMC also 
competes by developing new derivative technologies. If TSMC 
does not anticipate these changes in technologies and rapidly 
develop new and innovative technologies, or if the Company’s 
competitors unforeseeably gain sudden access to additional 
technologies, TSMC may not be able to provide foundry 
services on competitive terms. In addition, TSMC’s customers 
have significantly decreased the time in which their products 
or services are launched into the market. If TSMC is unable to 
meet these shorter product time-to-market, TSMC risks losing 
these customers. Consumer driven products such as mobile 
devices have shifted the direction of the global technology 
market. In addition, customers demand more variety of 
technology offerings and faster delivery of these technologies. 
Also, we have seen an increasing concentration of customers 
and competition (all further discussed among these risk 
factors). If TSMC is unable to innovate new technologies that 
meet the demands of its customers or overcome the above 
factors, its revenues may decline significantly. Although 
TSMC has concentrated on maintaining a competitive edge in 
research and development, if TSMC fails to achieve advances 
in technologies or processes, it may become less competitive.

Regarding the response measures for the above-mentioned 
risks, please refer to “2.2.4 TSMC Position, Differentiation and 
Strategy” on page 10-11 of this Annual Report.

Risks Associated with Decrease in Demand and Average 
Selling Price

A vast majority of the Company’s revenue is derived from 
customers who use TSMC’s services in communication 
devices, personal computers, consumer electronics products 
and industrial/standard products. Any significant decrease 
in the demand for any one of these products may decrease 
the demand for such other products as well as overall 
global semiconductor foundry services, including TSMC’s 

China and elsewhere, or to spin off the manufacturing 
operations of integrated device manufacturers (IDMs) and 
transform them into a pure-play foundry company.

Risks Associated with Changes in the Government 
Policies and Regulatory Environment

TSMC management closely monitors all domestic and 
foreign governmental policies and regulations that might 
impact TSMC’s business and financial operations. As of 
February 28, 2015, the following changes or developments 
in governmental policies and regulations may influence the 
Company’s business operations:

The Taiwan Financial Supervisory Commission (FSC) requires 
listed companies, starting from January 1, 2015, to prepare 
their consolidated financial statements in accordance with 
the 2013 version of following FSC endorsed standards and 
interpretations: “International Financial Reporting Standards,” 
“International Accounting Standards,” and relevant 
Interpretations (collectively, “2013 Taiwan-IFRSs version”). 
TSMC has disclosed the effects arising from the significant 
differences between 2013 Taiwan-IFRSs version and the 
current accounting policy in TSMC’s 2014 consolidated 
financial statements.

The “Labor Safety and Health Act” of Taiwan was amended 
and renamed as the “Occupational Safety and Health Act” in 
July, 2013. Highlights of the amendment include: expanding 
the applicability of the Act to employees of all occupations; 
building a comprehensive occupational disease prevention 
system; strengthening the protection of the mental and 
physical health of workers; stipulating maternity protection 
and employment equality; and requiring high-risk business to 
regularly implement safety assessments. Ancillary regulations 
such as Occupational Safety and Health Measures Rule and 
its enforcement Guidelines, Maternity Protection Rule, and 
the regulations governing use of chemicals have been issued. 
TSMC over the years has been consistently maintaining a 
robust safe and healthy work environment and protective 
measures in place, and has taken proper measures to 
maintain the safety and health of its workplace in compliance 
with the aforesaid laws and regulations. In addition, the 
Taiwan legislature has been studying relevant laws relating 
to environmental protection and employee safety and health 
protection (e.g. “Greenhouse Gas Reduction Act” and 
“Energy Tax Act”). Though the “Greenhouse Gas Reduction 
Act” has not been passed, TSMC has been implementing 
various long-term energy saving and carbon reduction 
programs since 2000. As to the proposed “Energy Tax Act,” 
there has been no concrete guidance or law issuing from the 

Taiwan government as of yet, so the impacts of such law are 
indeterminable at the moment. However, it is very likely that 
such law may increase the operating costs of the Company.

Other than the above laws and regulations, it is not expected 
that other governmental policies or regulatory changes would 
materially impact TSMC’s operations and financial condition.

6.3.3 Operational Risks

Risks Associated with Capacity Expansion

TSMC performs long-term market demand forecasts to 
estimate market and general economic conditions for 
its products and services. Based upon these estimates, 
TSMC manages its overall capacity in accordance with 
market demand. Because market conditions may vary 
significantly and unexpectedly, TSMC’s market demand 
forecast may change significantly at any time. Further, since 
certain manufacturing lines or tools in some of TSMC’s 
manufacturing facilities may be suspended or shut down 
temporarily during periods of decreased demand, the 
Company may not be able to ramp up in a timely manner 
during periods of increased demand. During periods of 
continued decline in demand, operating facilities may not 
be able to absorb and complete in a timely manner any 
outstanding orders re-directed from shuttered facilities. 

Recently, TSMC has been adding capacity to its 12-inch wafer 
fabs in the Hsinchu Science Park, Southern Taiwan Science 
Park and Central Taiwan Science Park, based on market 
demand forecasts taking into account the demand forecasts 
of TSMC’s customers. As a result, the total monthly capacity 
of the Company’s 12-inch wafer fabs was increased from 
414,680 wafers as of December 31, 2013 to 494,696 wafers 
as of December 31, 2014. Expansion and modification of the 
Company’s production facilities will, among other factors, 
increase TSMC’s costs. For example, the Company will need 
to purchase additional equipment, train personnel to operate 
the new equipment, or hire additional personnel. If TSMC 
cannot increase its net revenue accordingly, in order to offset 
these higher costs, TSMC’s financial performance may be 
adversely affected.

TSMC has established systems and processes to evaluate and 
forecast market demand and refers to these forecasts and 
evaluations when considering whether to expand or reduce 
capacity. As of the date of this Annual Report, the benefits 
brought about by such capacity expansion were in line with 
TSMC’s expectations.

services, and may adversely affect the Company’s revenues. 
Further, a significant portion of TSMC’s operating costs is 
fixed because the Company owns most of its manufacturing 
capacities. In general, these costs do not decline when 
customer demand or TSMC’s capacity utilization rates drop, 
and thus declines in customer demand, among other factors, 
may significantly decrease margins. Conversely, as product 
demand rises and factory utilization increases, the fixed costs 
are spread over increased output, which can improve TSMC’s 
margins. Additionally, the historical and current trend of 
declining average selling prices of end-use applications places 
downward pressure on the prices of the components that go 
into such applications. If the average selling prices of end-use 
applications continue to decrease, the pricing pressure 
on components produced by the Company may lead to a 
reduction of TSMC’s revenues, margin and earnings.

Risks Associated with Competition

The markets for TSMC’s foundry services are highly 
competitive. The Company competes with other foundry 
service providers, as well as integrated device manufacturers 
that devote a significant portion of their manufacturing 
capacity to foundry operations. Some of these companies 
may have access to more advanced technologies and 
greater financial and other resources than TSMC, such as 
the possibility of receiving direct or indirect government 
bailout/economic stimulus funds or other incentives that are 
unavailable to us. The Company’s competition may, from 
time to time, also decide to undertake aggressive pricing 
initiatives in one or more technology nodes. Increases in these 
competitive activities may decrease TSMC’s customer base, 
TSMC’s average selling prices, or both.

For example, over the past few years, TSMC has seen the rise 
of certain companies with the capability of providing foundry 
services. These companies are committed to trying to attract 
TSMC’s customers. If TSMC is unable to compete with any 
and each of these new competitors with better technologies 
and manufacturing capacity and capabilities, it risks losing 
customers to these new contenders.

The Company competes primarily on the basis of process 
technology, manufacturing quality and service. The level 
of competition differs according to the process technology 
involved. For example, in more mature technologies, 
competitors tend to be more numerous and specialized. 
Some companies compete with TSMC in selected geographic 
regions or in application end markets. In recent years, 
substantial investments have been made by others to 
establish new pure-play foundry companies in mainland 
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Risks Associated with Sales Concentration

Over the years, TSMC’s customer profile and the nature of 
its customers’ business have changed dramatically. While it 
generates revenue from hundreds of customers worldwide, 
TSMC’s ten largest customers accounted for approximately 
62% and 63% of net revenue in 2013 and 2014, respectively, 
and the Company’s largest customer accounted for 
approximately 22% and 21% of net revenue in 2013 and 
2014, respectively. 

This customer concentration results in part from the changing 
dynamics of the electronics industry with the structural 
shift to mobile devices and applications and software that 
provide the content for such devices. There are only a limited 
number of customers who are successfully exploiting this new 
business model paradigm. 

Also, in order to respond to the new business model 
paradigm, TSMC has seen the change of nature in its 
customers’ business models. For example, there is a growing 
trend toward the rise of system houses that operate in 
a manner that makes their products and services more 
marketable to the changing consumer market. The loss of, 
or significant curtailment of, purchases by one or more of 
the Company’s top customers, including curtailment due to 
increased competitive pressures, industrial consolidation, a 
change in their designs, or change in their manufacturing 
sourcing policies, or practices of these customers, or the 
timing of customer or distributor inventory adjustments, or 
change in its major customers’ business models may adversely 
affect TSMC’s results of operations and financial condition.

TSMC maintains a close watch on these trends and works 
closely with its customers to respond to these changes and to 
strengthen the Company’s market position.

Risks Associated with Purchase Concentration

● �Raw Materials
TSMC’s production operations require that it obtains 
adequate supplies of raw materials, such as silicon wafers, 
gases, chemicals and photoresist, on a timely basis. In the 
past, shortages in the supply of some materials, whether by 
specific vendors or by the semiconductor industry generally, 
have resulted in occasional industry-wide price adjustments 
and delivery delays. In addition, major natural disasters, 
political or economic turmoil occurring within the country of 
origin of such raw materials may also significantly disrupt the 
availability of such raw materials or increase their prices. Also, 
since we procure some of our raw materials from sole-source 
suppliers, there is a risk that our need for such raw materials 
may not be met or that back-up supplies may not be readily 

available. Our revenue and earnings could decline if we 
are unable to obtain adequate supplies of the necessary 
raw materials in a timely manner or if there are significant 
increases in the costs of raw materials that we cannot pass 
on to our customers. To reduce the supply chain risk and 
to manage the cost actively, TSMC is committing resources 
toward developing new supply sources. In addition, TSMC 
continually encourages its suppliers to reduce their supply 
chain risk by decentralizing production plants, and to intensify 
their cost competitiveness by moving their production site to 
Taiwan from high-cost areas. 

In the meantime, being aware of the risk of fewer back-up 
suppliers, TSMC is engaging early and deeply with suppliers 
on managing quality, and capacity issues because ramping 
at unprecedented speed leaves TSMC with very little time 
to re-tune its process. At leading technology nodes, TSMC 
requires world-class material quality, manufactured at 
world-class facilities, with world-class processes. In regard 
to streamlining the supply chain risk management, TSMC 
intensifies supplier site audits and extends supply chain 
best practices to suppliers’ suppliers to mitigate capacity 
and quality risks. Moreover, TSMC continually refines its 
planning system and enhances demand forecast alignments 
with critical suppliers for adequate supply capacity planning, 
especially for steep ramping of new nodes. TSMC developed 
a Sustainability Assessment for our critical suppliers. Any 
regulatory violations or any environmental impact event as 
well as failure of meeting TSMC’s expectation in sustainability 
requirements may result in business reduction or termination.

● �Equipment
The Company’s operations and ongoing expansion plans 
depend on its ability to obtain an appropriate amount of 
equipment and related services from a limited number of 
suppliers in a market that is characterized from time to time 
by limited supply and long delivery cycles. During such times, 
supplier-specific or industry-wide lead times for delivery 
can be as long as six months or more. To better manage its 
supply chain, the Company has implemented various business 
models and risk management contingencies with suppliers 
to shorten the procurement lead time. Further, the growing 
complexities, especially in next-generation lithographic 
technologies, may delay the timely availability of the 
equipment and parts needed to exploit time sensitive business 
opportunities and also increase the market price for such 
equipment and parts. If TSMC is unable to obtain equipment 
in a timely manner to fulfill its customers’ demands on 
technology and production capacity, or at a reasonable cost, 
its financial condition and results of operations could be 
negatively affected.

Risks Associated with Intellectual Property Rights

The Company’s ability to compete successfully and to achieve 
future growth will depend in part on the continued strength 
of its intellectual property portfolio. While TSMC actively 
enforces and protects its intellectual property rights, there can 
be no assurance that its efforts will be adequate to prevent 
the misappropriation or improper use of its proprietary 
technologies, trade secrets, software or know-how. Also, 
the Company cannot assure that, as its business or business 
models expand into new areas, or otherwise, it will be able 
to develop independently the technologies, trade secrets, 
patents, software or know-how necessary to conduct its 
business or that it can do so without unknowingly infringing 
the intellectual property rights of others. As a result, 
TSMC may have to rely on, to a certain degree, licensed 
technologies and patent licenses from others. To the extent 
that the Company relies on licenses from others, there can 
be no assurance that it will be able to obtain any or all of 
the necessary licenses in the future on terms it considers 
reasonable or at all. The lack of necessary licenses could 
expose TSMC to claims for damages and/or injunctions 
from third parties, as well as claims for indemnification by 
its customers in instances where it has contractually agreed 
to indemnify its customers against damages resulting from 
infringement claims.

TSMC has received, from time-to-time, communications from 
third parties asserting that its technologies, manufacturing 
processes, the design of the integrated circuits made by TSMC 
or the use by its customers of semiconductors made by TSMC 
may infringe upon their patents or other intellectual property 
rights. Because of the nature of the industry, the Company 
may continue to receive such communications in the future. 
In some instances, these disputes have resulted in litigation. 
Recently, there has been a notable increase in the number of 
claims or lawsuits initiated by certain litigious, non-practicing 
entities and these litigious, non-practicing entities are also 
becoming more aggressive in their monetary demands 
and requests for court-issued injunctions. Such lawsuits or 
claims may increase TSMC’s cost of doing business and may 
potentially be extremely disruptive if the plaintiffs succeed 
in blocking the trade of its products and services. If TSMC 
fail to obtain or maintain certain technologies or intellectual 
property licenses and, if litigation relating to alleged 
intellectual property matters occurs, it could prevent the 
Company from manufacturing or selling particular products 
or applying particular technologies, which could reduce its 
opportunities to generate revenues.

TSMC has taken other measures to minimize potential loss 
of shareholder value arising from intellectual property claims 
and litigation filed against the Company. These measures 
include: obtaining licenses from certain semiconductor and 
other technology companies; timely securing of intellectual 
property rights for defensive and/or offensive protection 
of TSMC technology and business; aggressively defending 
against frivolous litigation; and acquiring or licensing 
strategic intellectual property rights necessary to protect its 
technologies and business offerings.

Risks Associated with Litigation

As is the case with many companies in the semiconductor 
industry, TSMC has received from time-to-time communications 
from third parties asserting that its technologies, its 
manufacturing processes, or the design of the semiconductors 
made by TSMC or the use of those semiconductors by its 
customers may infringe upon their patents or other intellectual 
property rights. These assertions have at times resulted in 
litigation by or against the Company and settlement payments 
by the Company. Irrespective of the validity of these claims, 
TSMC could incur significant costs in the defense thereof or 
could suffer adverse effects on its operations.

In June 2010, Keranos, LLC. filed a complaint in the U.S. 
District Court for the Eastern District of Texas alleging that 
TSMC, TSMC North America, and several other leading 
technology companies infringe three expired U.S. patents. 
In response, TSMC, TSMC North America, and several 
co-defendants in the Texas case filed a lawsuit against 
Keranos in the U.S. District Court for the Northern District of 
California in November 2010, seeking a judgment declaring 
that they did not infringe the asserted patents, and that 
those patents were invalid. These two litigations have been 
consolidated into a single lawsuit in the U.S. District Court 
for the Eastern District of Texas. In February 2014, the Court 
entered a final judgment in favor of TSMC, dismissing all 
of Keranos’ claims against TSMC with prejudice. The final 
judgment is currently being appealed to the U.S. Court of 
Appeals for the Federal Circuit. The outcome cannot be 
determined at this time.

In December 2010, Ziptronix, Inc. filed a complaint in the U.S. 
District Court for the Northern District of California accusing 
TSMC, TSMC North America and one other company of 
infringing several U.S. patents. In September 2014, the Court 
granted summary judgment of noninfringement in favor of 
TSMC and TSMC North America. Ziptronix, Inc. can appeal the 
Court’s order. The outcome cannot be determined at this time.
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In September 2013, Zond Inc. filed a complaint in U.S. District 
Court for the District of Massachusetts against TSMC, certain 
TSMC subsidiaries and other companies alleging infringing of 
several U.S. patents. Subsequently, TSMC and Zond initiated 
additional legal actions in the U.S. District Courts for the 
District of Delaware and the District of Massachusetts over 
several additional patents owned by Zond. In March 2015, 
all pending litigations between the parties in the U.S. District 
Courts for the District of Massachusetts and the District of 
Delaware were dismissed.

In December 2013, Tela Innovations, Inc. filed complaints in 
the U.S. District Court for the District of Delaware and in the 
United States International Trade Commission accusing TSMC 
and TSMC North America of infringing one U.S. patent. In 
January 2014, TSMC filed a lawsuit in the U.S. District Court 
for the Northern District of California against Tela for trade 
secret misappropriation and breach of contract. In September 
2014, all pending litigations between the parties in the U.S. 
District Court for the District of Delaware, the ITC and the 
U.S. District Court for the Northern District of California were 
dismissed.

In March 2014, DSS Technology Management, Inc. filed a 
complaint in the U.S. District Court for the Eastern District 
of Texas alleging that TSMC, TSMC North America, TSMC 
Development, Inc., and several other companies infringe one 
U.S. patent. TSMC Development, Inc. has subsequently been 
dismissed. The outcome cannot be determined at this time.

Other than the matters described above, TSMC was not 
involved in any other material litigation in 2014 and is not 
currently involved in any other material litigation.

Risks Associated with Mergers and Acquisitions

As of the date of this Annual Report, there were no such risks 
for TSMC.

Risks Associated with Recruiting and Retaining Qualified 
Personnel

The Company relies on the continued services and 
contributions of its executive officers, skilled technical 
personnel, personnel of other expertise and direct labors. 
TSMC’s business could suffer if it loses, for whatever reasons, 
the services and contributions of some of these personnel 
and it cannot adequately replace them. The Company may 
be required to increase or reduce the number of employees 
in connection with any business expansion or contraction, in 
accordance with market demand for its products and services. 
Since there is intense competition for the recruitment of these 

personnel, the Company cannot ensure it will be able to fulfill 
its personnel requirements in a timely manner during an 
economic upturn. However, no such incident has happened 
to TSMC as of the date of this annual report.

TSMC provides varied and competitive compensation 
programs, and is generous in sharing its long-term business 
achievements with the employees. Furthermore, in order 
to attract and retain talents, the Company is dedicated to 
providing a timely distribution of employees’ cash bonus from 
its profits. TSMC believes that by rewarding employees’ hard 
work in a timely fashion, it not only encourages employees to 
contribute consistently to ensure the success of the Company, 
but also links their interests with those of TSMC’s shareholders.

Future R&D Plans and Expected R&D Spending

For additional details, please refer to “5.2.7 Future R&D 
Plans” on pages 65-66 of this Annual Report.

Changes in Corporate Image and Impact on Company’s 
Crisis Management

TSMC has established an excellent corporate image around 
the world based on its core values of “Integrity, Commitment, 
Innovation, and Customer Trust,” as well as its outstanding 
operations, rigorous corporate governance, and dedication 
to corporate social responsibility to pursue sustainable 
development, equality and justice, and a harmonious society 
to live and work.

TSMC was honored with awards for its achievements in 
operations, corporate governance, innovation, profit growth, 
investor relations, and other fields in 2014. Amid TSMC’s 
continuing efforts to be a better corporate citizen and carry 
out its social responsibilities, the Company was not only 
selected as a component of the Dow Jones Sustainability 
Index (DJSI) for a 14th consecutive year, but also recognized 
by the DJSI as the Semiconductors and Semiconductor 
Equipment Industry Group Leader for a second straight year, 
further strengthening the Company’s public reputation. TSMC 
was the only Taiwan corporation to be named a leader of one 
of the DJSI’s 24 industry groups.

In addition, TSMC’s awards in 2014 include the R.O.C. 
Executive Yuan National Sustainable Development Award; 
The Taiwan Institute for Sustainable Energy 2014 Taiwan 
Corporate Sustainability Award “Gold Medal For Sustainability 
Report and Taiwan Top 10 Sustainability Benchmark Award”; 
No.1 in the R.O.C. Ministry of Economic Affairs “Top 20 
Innovative Taiwan Companies”; The R.O.C. Ministry of 
Economic Affairs Industrial Development Bureau “Green 

Factory Label”; The R.O.C. Environmental Protection 
Administration “Annual Enterprise Environmental Protection 
Award”; The R.O.C. Environmental Protection Administration 
“Energy Conservation and Carbon Reduction Action Mark”; 
The R.O.C. Environmental Protection Administration 
“Enterprise Green Procurement Award”; The Science Park 
“Low Carbon Enterprise Award”; The Science Park Labor 
Health and Safety Achievement Award; The R.O.C. Ministry 
of Labor “Work-Life Balance Award,” highest honors; The 
R.O.C. Ministry of Labor “Excellence in Labor Safety and 
Hygiene Award”; The Financial Times-Standard Chartered 
Taiwan Business Awards for “Economic Contribution 
– Large Company” and “Responsible Business – Large 
Company”; Named “Most Admired Company in Taiwan” by 
CommonWealth Magazine; The CommonWealth Magazine 
Corporate Citizenship Award; The CommonWealth Magazine 
“Theme of the Year” Award for Corporate Governance; 
First Prize in the Environmental Protection Category for 
the GlobalViews Magazine Corporate Social Responsibility 
Award; No.1 in 104 Corporation poll of “Medium to Large 
Corporations Most Attractive to New Job-Seekers”

As an important member of the technology industry, TSMC 
has always endeavored to act as a positive force in society, 
and maintains departments such as Brand Management, 
Customer Service, Public Relations, Employee Relations, 
Investor Relations, Risk Management, Fab Industrial Safety 
and Environmental Protection, Internal Audit, and the TSMC 
Foundation to coordinate the Company’s resources and 
further enhance TSMC’s positive corporate image.

To address potential events that may affect the Company’s 
public image, including natural disasters, fires, workplace 
accidents, power outages, water shortages and workplace 
injuries, TSMC maintains an Emergency Response Procedure 
Manual, and health and safety supervisors for each fab hold 
meetings of the “Environment, Health, and Safety Technical 
Board” every month. In addition, relevant departments hold 
regular drills and continuously improve their emergency 
response and notification procedures. At the same time, 
TSMC has established communications criteria for all types 
of stakeholders, and the Public Relations Department is 
responsible for external communications. In the event of 
the above emergencies, all departments immediately deploy 
emergency response measures to reduce casualties and 
minimize the impact on the surrounding environment, 
Company property, and manufacturing operations, and also 
alert the Public Relations Department at the first stage of 
response to ensure smooth channels of communications to 
maintain the Company’s image.

Risks Associated with Change in Management

As of the date of this Annual Report, there were no such risks 
for TSMC.

6.3.4 Financial Risks

Internal Management of Economic Risks

● �Interest Rate Fluctuation
TSMC’s exposure to interest rate risks derives primarily 
from short-term borrowing and long-term debt obligations 
incurred in the normal course of business. In order to limit 
its exposure to interest rate risks, TSMC finances its funding 
needs primarily through internal generation of cash and the 
issuance of long-term, fixed-rate debt. On the asset side, 
TSMC places its cash on hand mainly in very short tenor time 
deposits. Furthermore, the primary objective of TSMC’s cash 
investments in fixed income securities is to preserve principal 
in highly liquid markets. In order to maintain the Company’s 
liquidity profile, the majority of fixed income securities are at 
the short end of the yield curve.

● �Foreign Exchange Volatility
More than half of TSMC’s capital expenditures and 
manufacturing costs are denominated in currencies other 
than NT dollars, primarily in US dollars, Japanese yen and 
Euros. In 2014, more than 90% of the Company’s sales 
were denominated in US dollars and currencies other than 
NT dollars. Therefore, any significant fluctuation to its 
disadvantage in such exchange rates would have an adverse 
effect on TSMC’s financial condition. Specifically, based on 
TSMC’s 2014 results, every 1% depreciation of the US dollar 
against the NT dollar exchange rate may result in approximately 
0.4 percentage point decrease in TSMC’s operating margin. 
TSMC utilizes short-term debt denominated in foreign 
currencies and derivative financial instruments, including 
currency forward contracts and cross currency swaps, to hedge 
our currency exposure.

Fluctuations in the exchange rate between the US dollar and 
the NT dollar may affect the US dollar value of the Company’s 
common shares and the market price of the Company’s 
American Depositary Shares (ADSs) and of any cash dividends 
paid in NT dollars on TSMC’s common shares represented by 
ADSs.

● �Inflation and Deflation and Resulting General Market 
Volatility

The world economy is becoming more vulnerable to sudden 
unexpected fluctuations in inflationary and deflationary 
expectations and conditions. Both high inflation and deflation 
adversely affect an economy, at both the macro and micro 
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levels, by reducing economic efficiency and disrupting saving 
and investment decisions. These macro-economic changes 
have resulted in general world market volatility across all 
assets classes. Such fluctuations and volatility may negatively 
affect the costs of TSMC’s operations and the business 
operations of its customers who may be forced to plan their 
purchases of TSMC’s goods and services within an uncertain 
economy. Therefore, the demand for TSMC’s products and 
services could unexpectedly fluctuate severely in accordance 
with expectations of inflation or deflation as affected by 
macro market volatility.

Risks Associated with External Financing

Planning capital requirements is challenging in the highly 
dynamic, cyclical and rapidly changing semiconductor 
industry, especially during times of general market volatility 
in the fixed income, interest rates, foreign currencies and 
equities markets. From time to time－and increasingly so 
for the foreseeable next few years－TSMC will continue to 
need significant capital to fund its operations and manage 
its capacity in accordance with market demand. TSMC’s 
continued ability to obtain sufficient external financing is 
subject to a variety of uncertainties, including:
● �its future financial condition, results of operations and cash 

flow;
● �general market conditions for financing activities;
● �market conditions for financing activities of semiconductor 

companies; and,
● �social, economic, financial, political and other conditions in 

Taiwan and elsewhere.

Sufficient external financing may not be available to the 
Company on a timely basis, on reasonable market terms, or 
at all. As a result, TSMC may be forced to curtail its expansion 
and modification plans or delay the deployment of new or 
expanded services until it obtains such financing.

Risks Associated with High-risk/high-leveraged 
Investment; Lending, Endorsements, and Guarantees for 
Other Parties; and Financial Derivative Transactions

TSMC did not make high-risk or high-leveraged financial 
investments during 2014 and up to the date of this report. 

TSMC provided a guarantee to TSMC Global, a wholly owned 
subsidiary of TSMC, for its issuance of US dollar-denominated 
senior unsecured corporate bonds of US$1,500 million 
in April 2013. As of February 28, 2015, TSMC had an 
intercompany loan of US$153 million arranged among 
the Company’s subsidiaries, which was in compliance with 
relevant rules and regulations.

The financial transactions of a “derivative” nature that TSMC 
entered into were strictly for hedging purposes and not for 
any trading or speculative purpose. For more information, 
please refer to pages 30-32 of the Annual Report section (II), 
Financial Statements. The fair market value of our trading and 
available-for-sale financial securities are subject to prevailing 
market conditions and may fluctuate from TSMC’s carrying 
value from time to time, which may impact the returns of 
those securities.

To control various types of financial transactions, the 
Company has established internal policies and procedures 
based on sound financial and business practices, all in 
compliance with the relevant rules and regulations issued 
by the Taiwan Securities and Futures Bureau. TSMC policies 
and procedures include “Policies and Procedures for Financial 
Derivative Transactions,” “Procedures for Lending Funds to 
Other Parties,” “Procedures for Acquisition or Disposal of 
Assets,” and “Procedures for Endorsement and Guarantee”.

Risks Associated with Strategic Investments

From time to time, TSMC has made or will make a series 
of strategic investments. For example, TSMC has invested 
to develop potential business in solar power. There is no 
guarantee that any of such investments will be successful 
commercially. Any such investment will incur risks, which 
may result in losses even with careful management. Any such 
loss resulting from such investments may result in significant 
impairment charges, lower profit margin and ultimately 
lower distributable earnings. For further information on these 
investments, please refer to “8. Subsidiary Information and 
Other Special Notes” on pages 121-125 of this Annual Report.

Risks Associated with Impairment Charges

Under Taiwan-IFRSs, TSMC is required to evaluate its 
investments, tangible and intangible assets for impairment 
whenever triggering events or changes in circumstances 
indicate that the asset may be impaired. If certain criteria are 
met, TSMC is required to record an impairment charge. TSMC 
is also required under Taiwan-IFRSs to evaluate goodwill for 
impairment at least on an annual basis or more frequently 
whenever triggering events or changes in circumstances 
indicate that goodwill may be impaired and the carrying 
value may not be recoverable. TSMC holds investments in 
certain publicly listed and private companies, some of which 
have incurred certain impairment charges disclosed in the 
“Financial Information”.

The determination of an impairment charge at any given time 
is based on the expected results of the Company’s operations 
over a number of years subsequent to that time. As a result, 

an impairment charge is more likely to occur during a period 
when the Company’s operating results are otherwise already 
depressed.

TSMC has established the process and system to closely 
monitor and assess the risk of any impairment charge. 
However, the management is unable to estimate the extent or 
timing of any impairment charge for future years, or whether 
such impairment charge required may have a material adverse 
effect on the Company’s net income.

6.3.5 Hazardous Risks

TSMC maintains a comprehensive risk management system 
dedicated to the conservation of natural resources, the 
safety of people, and the protection of property. In order to 
effectively handle emergencies and natural disasters at each 
facility, management has developed comprehensive plans 
and procedures that focus on risk prevention, emergency 
response, crisis management, and business continuity. 
TSMC has adopted local and international standards for 
Environmental, Safety and Health (ESH) management. All 
TSMC manufacturing fabs have been ISO 14001 certified 
(Environmental Management System), OHSAS 18001 certified 
(Occupational Health and Safety Management System), 
and QC 080000 certified (Hazardous Substance Process 
Management System). All manufacturing fabs in Taiwan 
have also been TOSHMS (Taiwan Occupational Safety and 
Health Management System) certified. The new fabs will also 
acquire the above certificates within 18 months after volume 
production.

The Company pays special attention to preparedness for 
emergencies or disasters, such as typhoons, floods, droughts 
caused by climate change, earthquakes, environmental 
contamination, large-scale product returns, service disruption 
of IT systems, strikes, pandemics (such as H1N1 influenza), 
and sudden and unexpected disruptions to the supply of 
raw materials or water, electricity, and other public utilities. 
TSMC has established a company-wide task force dedicated 
to managing the risk of a water shortage that might arise due 
to climate change. This task force keeps watch on the external 
supply and internal demand for water. Cross-company 
consolidations and external collaborations with public 
agencies are also ongoing in the industrial parks to ensure 
and sustain a stable water supply.

TSMC has further strengthened its business continuity plans, 
which include periodic risk assessment, risk mitigation, and 
implementation through the establishment of emergency task 
forces when necessary, combined with the preparation of a 
thorough analysis of the emergency, its impact, alternative 

actions, and solutions for each possible scenario together 
with appropriate precautionary and/or recovery measures. 
Each task force is given the responsibility of ensuring TSMC’s 
ability to conduct business while minimizing personal 
injury, business disruption, and financial impact under the 
circumstances. TSMC’s business continuity plan is periodically 
reviewed according to results of test scenarios or practical 
implementation for ensuring effective and successful business 
continuity. Customers are informed of TSMC’s strong business 
continuity capability in order to establish resilience and 
flexibility in both their supply chain and insurance placement. 
For the year 2014, and up to the date of this Annual Report, 
there have been no reportable material events that have 
necessitated the activation of such contingency plans.

The Company has also conducted a continuous improvement 
project, including evaluating building anti-seismic capability, 
holding earthquake emergency response drills, enhancing 
tool anchorage or seismic isolation facilities, training and 
preparedness for tool salvage, and has improved TSMC 
business continuity procedures with reference to ISO 22301 
business continuity management.

TSMC and many of its suppliers use highly combustible 
and toxic materials in its manufacturing processes and are 
therefore subject to the risk of loss arising from explosion, 
fire, or environmental influences which cannot be completely 
eliminated. Although the Company maintains many 
overlapping risk prevention and protection systems, as well 
as comprehensive fire and casualty insurance, TSMC’s risk 
management and insurance coverage may not be sufficient 
to cover all of the Company’s potential losses. If any of 
TSMC’s fabs or vendor facilities were to be damaged, or cease 
operations as a result of an explosion, fire or environmental 
influences, it could reduce the Company’s manufacturing 
capacity and may cause it to lose important customers, 
thereby having a potentially adverse and material impact 
on TSMC’s financial performance. In addition to periodic 
fire protection system inspection and firefighting drills, the 
Company has also carried out a corporate-wide fire risk 
mitigation project focused on management and hardware 
improvements. 

6.3.6  Risks Associated with Climate Change and Non-
compliance with Environmental and Climate 
Related Laws and Regulations, and Other 
International Laws, Regulations and Accords

The manufacturing, assembling and testing of our products 
require the use of metals, chemicals and materials that are 
subject to environmental, climate-related, health and safety, 
and humanitarian conflict-free sourcing laws (such as the 
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U.S. SEC rule for filing Form SD to disclose the origins of 
certain strategic minerals), regulations and guidelines issued 
worldwide. 

Although TSMC may be eligible for various exemptions and/or 
extensions of time for compliance, the Company’s failure to 
comply with any of these applicable laws or regulations could 
result in:
● �significant penalties and legal liabilities, such as the denial of 

import permits;
● �the temporary or permanent suspension of production of 

the affected products;
● �unfavorable alterations in our manufacturing, fabrication 

and assembly and test processes;
● �challenges from our customers that place us at a significant 

competitive disadvantage, such as loss of actual or 
potential sales contracts in case we are unable to satisfy the 
conditions regarding conflict-free minerals sourcing laws or 
requirements by our customers;

● �restrictions on our operations or sales;
● �damages to our goodwill and reputation, and
● �loss of tax benefits, including termination of current tax 

incentives, disqualification of tax credit application and 
repayment of the tax benefits that we are not entitled to.

Existing and future environmental- and climate-related laws 
and regulations as well as applicable international accords 
to which TSMC are subject, could also require it, among 
other things, to do the following: (a) purchase, use or 
install expensive pollution control, reduction or remediation 
equipment; (b) implement climate change mitigation 
programs and “abatement or reduction of greenhouse gas 
emissions” programs, or “carbon credit trading” programs; 
(c) modify our product designs and manufacturing processes, 
or incur other significant expenses associated with such laws 
and regulations such as obtaining substitute raw materials 
or chemicals that may cost more or be less available for our 
operations. It is still unclear whether such necessary actions 
would affect the reliability or efficiency of our products and 
services.

The contingencies resulting from the actual and potential 
impact of local or international laws and regulations, as 
well as international accords on environmental or climate 
change, could harm the Company’s business and operational 
results by increasing expenses or requiring TSMC to alter its 
manufacturing, assembly and test processes.

Increasing climate change and environmental concerns could 
affect the results of our operations if any of our customers 
request that we provide products and services that exceed 

any existing standard(s) of environmental compliance. If 
TSMC is unable to offer such products or offer products 
that are compliant, but are not as reliable due to the lack of 
reasonably available alternative technologies or materials, it 
may lose market share to competitors.

In addition, the Company’s inability to timely obtain 
environmental related approvals needed to undertake the 
development and construction of a new fab or expansion 
project may delay, limit or increase the cost of our expansion 
plans that could also in turn adversely affect TSMC’s 
business and operational results. In light of increased public 
interest in environmental issues, the Company’s operations 
and expansion plans may be adversely affected or delayed 
responding to public concern and social environmental 
pressures even if the Company’s operations comply with all 
applicable laws and regulations.

Further, energy costs in general could increase significantly 
due to climate change and other regulations. Therefore, 
TSMC’s energy costs may increase significantly if utility or 
power companies pass on their costs, either fully or partially, 
such as those associated with carbon taxes, emission caps 
and carbon credit trading programs.

TSMC believes that climate change should be regarded as 
an important corporate risk, which must be controlled to 
improve our competitiveness. Climate change risks include 
legal risk, physical risk and other risks. TSMC’s control 
measures are as follows:

● �Climate Regulatory Risk Control
The greenhouse gas (GHG) control regulations and 
agreements of countries around the world are becoming 
increasingly stringent. Enterprises are legally required 
to regularly disclose GHG-related information, and also 
limit GHG emissions. The cost of production, including 
materials and energy, may also grow along with future 
legal requirements, such as carbon or energy taxes. TSMC 
continues to monitor legislative trends and communicate with 
various governments through industrial organizations and 
associations to set reasonable and feasible legal requirements.

● �Conflict Minerals Risk Control
For additional details, please refer to the section of “Supplier 
and Contractor Management” of “7.2.3 Safety and Health” 
on pages 113-114 of this Annual Report.

● �Climate Disaster Risk Control
Abnormal climate caused by the greenhouse effect has 
increased the frequency and severity of climate disasters－

storms, floods, drought, and water shortages－causing 
considerable impacts on business operations and supply 
chains. TSMC believes that climate change control should 
take into account both mitigation and adaption, and this 
requires cooperation between industry and government to 
reduce risk. To ensure electricity and raw water supplies, 
therefore, in addition to water-saving measures at our 
own facilities and those of our upstream and downstream 
partners, TSMC participates in the Taiwan Science Park 
Industrial Union Experts Committee platform, and is actively 
involved in regular meetings with Taipower Company and the 
Taiwan Water Corporation to discuss supply and allocation 
for response issues.

● �Other Climate Risk Controls
Climate change is a concern to the global supply chain, 
necessitating energy conservation, carbon reduction, and 
disaster prevention. For example, The Electronic Industry 
Citizenship Coalition (EICC) has also required members’ 
suppliers to disclose GHG emissions information. TSMC not 
only discloses its own GHG emissions information each year, 
but it also assists and requires its suppliers to establish a GHG 
inventory system and conduct reduction programs. TSMC’s 
suppliers are required by TSMC to submit GHG emissions and 
reduction information as an important index of sustainability 
scoring in its procurement strategy.

To mitigate risks resulting from climate change, TSMC 
continues to actively carry out energy conservation measures, 
voluntary perfluorinated compounds (PFC) emission reduction 
projects, and GHG inventory and verification every year. TSMC 
has publicly disclosed climate change information every year 
through the following channels:
● �TSMC has disclosed GHG emissions and reduction-related 

information for evaluation by the Dow Jones Sustainability 
Index every year since 2001. 

● �TSMC’s GHG-related information has been disclosed in its 
CSR report on the Company website annually since 2008. 
TSMC also provides information to customers and investors 
upon request.

● �Since 2005, TSMC has been participating in an annual 
survey held by the nonprofit Carbon Disclosure Project 
(CDP), which includes GHG emission and reduction 
information for all TSMC fabs and subsidiaries.

● �Since 2006, TSMC follows the ISO 14064-1 standard to 
conduct a GHG inventory and acquire verification by an 
accreditation agency every year. TSMC also voluntarily 
reports GHG inventory data to the Taiwan Environmental 
Protection Administration (EPA) and the Taiwan 
Semiconductor Industry Association (TSIA).

6.3.7 Other Risks

Potential Impact and Risks Associated with Sales of 
Significant Numbers of Shares by TSMC’s Directors, 
and/or Major Shareholders Who Own 10% or More of 
TSMC’s Total Outstanding Shares

The value of TSMC shareholders’ investment may be reduced 
by possible future sales of TSMC shares owned by the major 
shareholders.

One or more of our existing shareholders may, from time to 
time, dispose of significant numbers of our common shares 
or ADSs. For example, the National Development Fund, which 
owned 6.38% of TSMC’s outstanding shares as of February 
28, 2015, has from time to time in the past sold our shares in 
the form of ADSs in several transactions.

Currently no shareholder owns 10% or more of TSMC’s total 
outstanding shares.

Risks Associated with Cyber Attacks

Even though we have established a comprehensive internet 
and computing security network, we cannot guarantee 
that our computing systems which control or maintain 
vital corporate functions like our manufacturing operations 
and enterprise accounting would be completely immune 
to crippling cyber viral attacks launched by third party to 
gain unauthorized access to our internal network systems 
to sabotage our operations and goodwill. In the event of a 
serious cyber attack, our systems may lose important corporate 
data and our production lines may be shutdown indefinitely 
pending the resolution of such attack. These cyber attacks may 
also attempt to steal our trade secrets and other intellectual 
properties and other sensitive information, such as personal 
information of our employees and proprietary information of 
our customers and other stakeholders. Malicious hackers may 
also try to introduce computer viruses or corrupted software 
into our network systems to disrupt our operations or spy for 
sensitive information. These attacks may result in us having 
to pay damages for our delayed or disrupted orders or incur 
significant expenses in attempting to re-establish control over 
our network. If we are not able to timely resolve the technical 
difficulties caused by such cyber attacks, our financial results 
as well as our commitments to our customers and other 
stakeholders may be materially impaired.

Other Material Risks

During 2014 and as of the date of this Annual Report, 
TSMC’s management is not aware of any other risk event that 
could impart a potentially material impact on the financial 
status of the Company.
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